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(ASLP) , especially as it was used for borrowing for short-term training at 
vocational schools. An immediate effect of the ASLP program was a rapid 
increase in the number of postsecondary institutions (primarily vocational 
schools) ; the peak number of borrowers was reached in 1985, and thereafter 
there was a decline in both the overall number of borrowers and in the number 
of vocational borrowers. This study examined loans awarded to 82,971 
borrowers from 1979 through 1994. Major findings indicated that more than 60 
percent of borrowers remained Alaska residents; average earnings of those 
working one or more quarters in 1994 were 8 percent higher than the Alaska 
average; the top 14 majors accounted for 46.6 percent of all loan recipients; 
loan defaults were 13.4 percent of students attending four-year schools and 
31.4 percent of borrowers attending two-year or vocational schools. The 
report addresses impacts of defaults on borrowers, on the ASLP, and on the 
state. It offers recommendations such as limiting ASLP loans to attendance at 
regionally or nationally accredited institutions, reducing loan maximums for 
short-term programs, and eliminating interest free periods. Appended is a 
table detailing data from the study. (DB) 
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Is of view or opinions stated in this 
iment do not necessarily represent 



Long Term Debt for Short Term Training — 
Service or Disservice? 



'■ While we agree with plans to remove regulations that unnecessarily restrict business, 
there is a difference between rules that govern the conduct of privately funded business 
and those that ensure the stewardship of taxpayers dollars " 

— Staff of the US Office of Inspector General 



In the almost 25 years since the inception of the Alaska Student Loan 
Program (asLP), the level of public interest in the program has risen with 
the level of public panicipation. When only a few students received small 
loans in the early 1970’s, few residents were concerned about the program 
much less about its impact on the State or on themselves as residents. 
However, as the program expanded and grew exponentially with the 
revenues of the state through the early and mid-1980's. the program 
became known to all Alaskans and has come to be viewed as an 
entitlement or right of Alaskan citizenship. 

Concurrent with the growth of the asLP came the expansion of the 
postsecondary education industry in the State. In 1977 only 68 
postsecondary institutions operated in Alaska. Primarily they were 
branches of the University of Alaska, state community colleges, flight 
training facilities and a few religious institutions. At that time there were 
12 vocational schools offering training other than flight instruction. 




Postsecondar}' ins i inn ions m 
Alaska during peak growth period 



In the next five years the number of schools almost doubled and by 1985 
totaled 214. These institutions ranged from schools which offered short 
term (6 weeks to 14 months) instruction in: masonry, bartending, 
broadcasting, office practices, personal computer operation, travel 
occupations and security guard training, to 4-year degree granting 
institutions. Clearly, there was a tie between easy access to high loan 
limits (plus the “incentive’' of a 50% forgiveness provision in the asLP) 
and the peak in vocational loan borrowing. The primary question raised 
herein is — how have Alaskans and the loan program been affected by 
these events? 




Of SI 50 million loaned in FYs ^Sj 
and 86 over 15% was loaned for 
attendance to vocational programs 



Ten years ago annual borrowing peaked at almost 17.200 borrowers. 
Levels have gradually diminished to between 12.500 and 13,000 new 
loans each year. This represents a decline of about 27% overall. Statistics 
show that vocational borrowing has fallen from over 3.300 (19.2% of all 
borrowers) loans in 1985 to 1.850 (14.8% of all borrowers) in 1994. a drop 
of about 45%. 
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Within this brief historical context this Administration and its Alaska 
Commission on Postsecondar> Education (aCPE) must examine the 
outcomes of this phenomena to understand and. if necessary , react with 
regard to: 



• Individual borrowers; 

• The Alaska Student Loan Revolving Fund; 

• The State of Alaska; and 

• The postsecondary educational community. 

These impacts can be measured by analyzing: available 

income/employment data for borrowers; characteristics of defaulted 
borrowers; and the financial status of the Alaska Student Loan Program. 
After reviewing and discussing the data, several options will be offered 
that address, in part or in whole, the concerns raised in the discussion. 

The Methodology and the Data 

In April of 1995, aCPE began a data match project with the Alaska 
Department of Labor (dol) to explore a number of issues that have been 
raised both within the Commission and by various sectors of our public. 
These issues included: 

• How many borrowers Alaska residents? 

• How many borrowers are working in Alaska? 

• WTiat are these Alaskans earning? 

• Are borrowers working in a training-related occupation? 

• WTiat is the relationship of educational program to 
ability/willingness to repay the loan? 

The data provided to DOL contained student loan information for 138,533 
loans awarded from 1979 through 1994. The loan information was 
aggregated by social security number for a total of 82,971 borrowers. To 
date, these students’ social security numbers have been matched with DOL 
wage and Occupational Data Base (ODB) files for loan years 1 989 through 
1994 to provide data on earnings and employment. Permanent Fund 
Dividend (PFD) data was used to report the retention of borrowers as 
residents of Alaska for the 1990, 1992 and 1994 dividend years. 

E.\cluded from the DOL wage data are individuals who are self- 
employed, federal employees and individuals working outside of 
Alaska. To supplement this wage and employment information, DOL 
matched aSLP data against both the Occupational and Business License 
data bases to quantify the potential percentage of non-reported Alaska 
wage earners. An additional comparison was performed with the 
Unemployment Insurance lui) records to identify claims made by aSL 
borrowers in 1 994. 
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Retention of Borrowers as Alaska Residents 

Based upon PFD matches we know that more than 60% of all bomowers in 
this population remain Alaska residents, dol analysts offer the following 
comments: 

The trend toward higher residency... has continued despite the policy 
change that eliminated loan forgiveness for loans awarded after 1987. 
There are several possible explanations for the upward trend: 

1) The declining number of borrowers may have resulted in 
fewer Alaskans attaining higher education, and thereby 
reducing competition for professional and high-skill jobs in 
Alaska. 

2) Professional and high-skill job opportunities may have 
simultaneously increased over the period. 

3) The announcement of the policy led to a surge of students 
receiving their initial loans in the late- 1980s in order to beat 
the deadline for loan forgiveness. There may be a lag effect on 
residency from this one-time reaction to the forthcoming 
termination of forgiveness. 

4) The elimination of loan forgiveness may have changed the 
demographic make-up of loan recipients, improving the 
likelihood that students will maintain residency. 

This trend suggests then that borrowers in recent years are either less 
transient or in an improving job market, there are more opportunities for 
qualified Alaskans to secure employment in the state. 



Borrower Employment/Earning Potential in Alaska 

Nearly 13% of all Alaskan wage and salary earnings in 1994 were earned 
by ASL borrowers. These earnings totaled $969.9 million. However, while 
PFD data shows that over 60% of borrowers were Alaska residents only 
appro.ximately 50% (41.476) were employed in Alaska for one or more 
quarters. Nearly 77% were employed in the private sector. 64% of those 
working were employed during all four quaners in 1994. The average 
earnings of those working one or more quaners in 1994 was $23,360, 8% 
higher than the average of all other Alaska wage and salary earners. 



Fairbanks 

Other 20% 




Anchorage 

49 % 



Borrowers with Alaska wa^c and 
salary- earnings by location 



Long Term Debt for Short Term Training 



Penineni to this discussion are borrowers* wage and earning le\els. 
categorized by degree or certificate sought. Consistent with national 
trends. Alaskans' average earnings increase commensurate vvith their le\ el 
of education. 



Degree Sought ^ 


Average Annual 
Earnings 


Ph.D. 


$40,639 


MA 


$38,725 


BA 


$24,224 


AA 


$23,133 


Certificate 


$21,358 



The highest 1994 average Alaska earnings were received by borrowers 
pursuing the following majors: 



Average Annual 
Earnings 



Education Administration 


$46,018 


Public Policy 


$45,614 


Mining/P etro leum 


$40,205 


Technology 




Other Engineering 


$38,645 



The lowest 1994 Alaska average earnings were received by these majors: 



Mapr 


Average Annual 
Earnings 


Office/Personnel Supervision 


$11,961 


m 

Bartending 


$11,889 


*Hairdressing 


$10,621 


Other Visual/Performing Arts 


$10,402 


Other Business Support 


$9,005 



DOL wage files include only wage and salary income. Therefore occupations in which 
gratuities are considered a significant ponion of income may have somewhat understated 
average earnings. 
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Among the top 100 occupations for loan recipients, the highest average 
earnings in 1994 were received by those employed as: 



Average Annual 

Occupation Earntnqs 



Lawyers 


$55,370 


Financial Managers 


$52,370 


Civil Engineers 


$50,572 


Sheriffs, Bailiffs and Other Law Officers 


$49,144 


Engineers (not elsewhere classified) 


$48,115 


Computer Systems Analysts 


$45,684 


Public Service Police and Detectives 


$42,409 


Special Education Teachers 


$42,221 


Education Teachers 


$42,092 



This earnings comparison illustrates that degrees of a certain nature, such 
as four-year degrees, provide a more fundamental enhancement or value 
added in the job market than do skills gained in most short term vocational 
programs. Therefore, short term vocational trainees are at a distinct 
disadvantage if their narrowly focused skills are not in high demand or if 
the market has been flooded with similarly trained individuals. 

Training Related Employment 

Using the ODB which provides occupation-specific information, DOL was 
able to more closely examine the nature of employment for our borrower 
group. They found: 

• The top 14 majors accounted for 46.6% of all loan recipients. 
The leading majors were: 



••• Major : 


Percent of Loan 
Recipients 


Other Business Management 


8.2% 


Computer Science 


4.7% 


Elementary/Secondary Education 


4.5% 


Airline/Travel Industry 


3.9% 
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Major 

Other Engineering 
Accounting 
Clerical 
Other Education 
Welding 
Art 

Psychology 

Cosmetology 

Nursing 



Percent of Loan 
Recipients 

3.8% 

3.6% 

3.4% 

3.2% 

2.4% 

2.3% 

2 . 2 % 

2 . 2 % 

2 . 2 % 



• Of those borrowers working in Alaska in 1994. one-third were 
identified as working in an occupation that was directly related 
to their educational major. Excluded from this figure are 
occupations that are typically filled by unskilled labor. 

• Of those majors with 200 or more loan recipients, the highest 
percentage of borrowers working in a directly related occupation 
studied; Nursing, Law, Geology. Public Policy/Administration. 
Other Education. Elementary/Secondary Education, and Therapy 
and Rehabilitation. 

The data thus far have provided information reflecting borrower decisions 
that have impacted both that individual and the State in a variety of wavs. 
We have a profile of borrower choice in terms of selected field of study 
and their ability or desire to be employed in that occupation at a 
subsequent point in their lives. These decisions affect the borrower and the 
State in terms of matching labor supply with industry demand. What is the 
task for the Commission which is charged with ensuring that Alaska 
citizens continue to benefit from the endowment created over a fifteen year 
period by the Administration and Legislature of Alaska? 

Characteristics of asl Defaulters 

The default condition results when a borrower is four months, or more, 
past due. Once due diligence requirements have been satisfied, the loan is 
generally transferred to an external collection firm, dol reports that: 
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• Of borrowers last receiving loans in years 1989-1993. 23.1% 
were identified as defaulting on their loans. 

• 52. 1% of the defaulters worked in Alaska in at least one quarter 
of 1 994. compared to 60.4% of non-defaulters. 

• 25.6% of all defaulters (and 49% of defaulters that worked in 
Alaska) worked in all four quarters of 1994. 39.7% of all non- 
defaulters (and 65.7% of working non-defaulters) worked in all 
four quarters of 1 994. 

• The average 1994 Alaska earnings of defaulters was $13,165. 
compared to $21,567 for non-defaulters. 

• Median 1994 Alaska earnings of defaulters was $9,738, only 
slightly more than half the median earnings of non-defaulters 
($18,582). 

• 60% of defaulters earned approximately $13,000 in 1994; 
however, 20% of defaulters earned more than $21,969. 

• 9.3% of defaulters were working for state or local government 
in Alaska in 1994. 

• Of those attending four-year schools, 13.4% defaulted on their 
loans compared to 3 1 .4% of borrowers attending two-year or 
vocational schools. 

• 24% of borrowers attending school in Alaska defaulted on their 
loans (Since most vocational students attend in Alaska, the 
default rate is expected to be somewhat higher for Alaska than 
for other states.’ ) compared to 13.7% of students attending out 
of state. 



Did not 
work in 



Worked in 
Alaska 
less than 




in 

Alaska 
full year 
25% 

Defaulters profile for 1994 
(loans borrowed from 1989 to 1993) 



* A detailed list of borrower-based default rates for individual institutions is included in 
the appendices for review. 
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Impact on the Borrower 

There are two borrower groups that must be considered in this anal> sis. 
The first group consists of defaulting borrowers; those citizens who are 
already experiencing the negative impacts of bad debt. These individuals 
experience bad credit which results in their inability to do business with 
any commercial lender or non-essential service provider such as the 
telephone utility. They lose: their Permanent Fund Dividends; an> 

current and future forgiveness or deferment benefits; and eligibility for 
any future state student loans. If they are licensed to practice an 
occupation in the State, renewal of that license is subject to denial. 

The second group of borrowers are future borrowers from the 1995-96 
loan year and beyond who will not benefit from the ‘“old Program." Very 
likely borrowers of the future will bear the full cost of borrowing because 
these loans are unsubsidized. They will pay user fees to defray the cost of 
their predecessors’ and peers’ bad faith. They will be asked to provide co- 
signers and will be scrutinized for credit-worthiness, and proper career 
selection in a way that no earlier generation of Alaskans has. The longer 
the ASLP continues with its current lending terms, the larger the gap will be 
for future students to fill. The Legislature has made it clear that they are 
not prepared to make whole the fund and compensate for the annual losses 
the Program sustains due to defaults, interest-free periods, and payment of 
prior forgiveness obligations. The quality of the loans which make up the 
fund itself must change and these changes will ultimately affect the 
personal finances of future borrowers. 

impact on the Alaska Student Loan Fund 

The “bottom line’’ for the ASLP is that, while approximately $830 million 
dollars have been loaned to date and over $302 million has been repaid, 
there are currently $96.5 million in “doubtful” collections status (as of 
6/30/94 financials). ACPE has made improved loan servicing and 
aggressive debt collection its top priority for FY96 however, at the same 
time that more stringent performance and accountability standards are 
developed and enforced for both internal and external collections efforts, 
additional steps must be taken to reduce the front end potential for losses 
due to defaults. 

Because of the huge overcollateralization of the loan fund in FY88. many 
ASLP watchers have been lulled into thinking that as long as the Alaska 
Student Loan Corporation has the asset base that it does ($495 million), 
the Program can continue to issue new loans: However, a crucial factor is 
ignored in this perspective — the debt load of the ASLC is $293 million. The 
Corporation accrues and pays interest on this “borrowed” money from the 
day it is secured until the bonds are retired. As long as we continue to 
lend money at a lower cost than we. as a financial institution, pay out in 



securing and administrating the funds, the fund equity will continue its 
downward trend. 



Impact on the State 

To many citizens of Alaska, the aslp and the State are synonymous terms 
and. in some respects, this is a true interpretation. The loan programs are 
designed and modified by the Administration with the consent of the 
Alaska Legislature (or vice versa). However this program impacts the 
State in ways which extend beyond the Commission. A review of UI 
claims in 1994 reveals that over 2,700 individuals who borrowed between 
1989 and 1993 claimed benefits. 26% of those claimants defaulted on 
their loans. For all loan recipients (borrowing in 1979-1994) almost 6.200 
made UI claims in Alaska in 1 994. 

Beyond the financial impact to the state and more difficult to determine 
are the effects of producing a poorly trained work force that cannot 
effectively compete in the international marketplace or which causes 
employers to search outside of Alaska to find the level of expertise 
necessary to staff their businesses. 



Recommended Options for Positive Change 

Require that Alaska Student Loans shall only be available for 
attendance at regionally or nationally accredited institutions: 
Mandating this new and rigorous standard for the .aslp would add the level 
of scrutiny that is currently lacking. While the acpe has a statutory 
mandate to provide oversight of postsecondary institutions in Alaska, it is 
not economically feasible in a state of this size to create a staff with the 
necessary academic and technical expertise to adequately assess the course 
content of programs that range from cosmetology to welding to medical 
technology. Additionally the aslp bears the cost for the existing staff who 
are working hard to develop and enforce new standards of financial and 
administrative capacity for institutions in Alaska. 

By eliminating access to the aslp for non-accredited institutions, market 
forces would determine the success or failure of training institutions that 
choose to forgo accreditation and its associated financial aid resources. 

For those institutions that are or become accredited, the liability for their 
students is a shared one since accreditation also ensures access to federal 
student grant and loan monies. 

Seek passage of CSSB 123 with tiered loan maximum provisions. 

Given the statistical information provided in this document it is reasonable 
to argue in favor of reducing the potential risks to the aslc through 
implementation of reduced loan maximums for shorter term programs. 
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other Issues Related to Fiscal Soundness of the aslp 

What is the effective interest rate of 9% loans under current loan 
terms? 



Effective Interest On A 
1995*96 Alaska Student Loan 







6.78% 


5.89% 














5.21% 





















May-96 May-97 May-98 May-99 

Month and year repayment begins 



The graph above illustrates the impact of the interest-free in-school 
periods. The Alaska Student Loan Corporation has been formally advised 
by its financial advisors, that the financial strength of this loan program 
will remain in jeopardy until this drain from interest-free periods is 
stopped altogether. 

What is the cost to the borrower of charging 9% interest from the time the 
money is disbursed? This calculation has several variables that prevent a 
precise, “every borrower” answer. Those variables include the total 
amount borrowed, timeliness of payments, frequency and length of 
deferment periods, etc. Following any period of non-payment, accrued 
interest would generally be capitalized and therefore increase the amount 
of interest paid over the life of the loan. 

A student that borrows $5,500 for one year of study, begins pavments 
following a six month grace period, and makes all payments timely would 
pay an additional $95 per thousand dollars borrowed or a total of an 
additional $523 on this $5,500 loan. 

Using as a model a student that borrows that same amount and then 
remains in school for an additional three years of study — the impact would 
be $524/thousand or a total of $2,882. In other words the interest losses 
which the ASLC are bearing would be borne by the borrower. Based on 
our current outstanding loan balance, had interest been charged during the 
in-school period of these loans our annual income would be increased by 
$7.9 million in FY95. 

What is the collective impact of implementing changes recommended 
by the financial advisors? 

If the ASLC pursues the course recommended, that is to modify our 
student loan terms to eliminate all interest free periods, there would be a 
direct financial benefit that would be experienced within a year to 1 8 
months of implementing changes. The repayment revenue stream would 
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be increased by the additional interest income. More globally, a stronger 
financial profile for the Program itself could result in lower cost of 
insurance due to the reduced exposure of the Corporation. This in turn 
would decrease the cost of issuing bonds and possibly allow the .asLC to 
receive better ratings without the need for credit enhancement. 

It is a fact that lower rates on the bonds translates to lower interest 
rates to the borrower. It is important to remember that this fund is 
prevented from becoming a “money making operation'* by the very tax- 
exempt nature of the bonds. These funds are yield restricted which means 
that if earnings exceed the cost of the money itself, the Corporation 
becomes unable to issue additional tax exempt bonds and is required to 
make payments to the Internal Revenue Service, reflecting these excess 
earnings. 



Conclusions 

The hean of the issue is the long term welfare of the Alaska Student Loan 
Revolving fund and its ability to serve Alaskans. The objective of this 
paper is to inform Alaskans about the borrowing experience. These data 
are not provided as an indictment of any one career field. Alaskans should 
be able to review this report and come to their own conclusions about the 
relative value of selecting one area of study over another; or selecting one 
education or training institution over another. 

Notwithstanding its usefulness to potential consumers, this information 
must be considered in any discussion about the financial health of this 
long-standing state program. It is important to understand that changes to 
the program that improve upon our current outlook are a good faith effort 
to preserve this financial aid source for Alaskans in a period when federal 
aid sources are being targeted for reduction by Congress. 

The ability of this Commission to succeed in anaining this goal will have a 
direct impact on the students, the postsecondary institutions, and Alaska as 
a state. 
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